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When seeking a public service, users may be required to pay in bribes more than the official price. Consequently, some users may be discouraged and choose not to seek a service due to the higher price imposed by the bribery "tax." This paper explores the price and quantity components of the relationship between governance and service delivery using micro-level survey data.
The authors construct new measures of governance using data from users of public services from 13 government agencies in Peru. For some basic services, low-income users pay a larger share of their income than wealthier ones do; that is, the bribery tax is regressive. Where there are substitute private providers, low-income users appear to be discouraged more often and not to seek basic services. Thus, bribery may penalize poorer This paper-a product of the Global Programs Group, at the World Bank Institute-is part of a larger effort in the department to understand the link between governance and development outcomes.. Policy Research Working Papers are also posted on the Web at http://econ.worldbank.org. The author may be contacted at frecanatini@worldbank.org. users twice -acting as a regressive tax and discouraging access to basic services.
The paper explores the characteristics of households seeking public services. Higher education and age are associated with higher probability of being discouraged. Trust in state institutions decreases the probability of being discouraged, while knowledge of mechanisms to report corruption and extent of social network increase it, suggesting that households may rely on substitutes through networks. The study complements the household analysis with supply-side analysis based on data from public officials, and constructs agency-level measures for access to public services and institutional factors. Econometric results suggest that corruption reduces the supply of services, while voice mechanisms and clarity of the public agency's mission increase it.
INTRODUCTION
The quality of public sector institutions plays a critical role in access to and costs of the public services provided by a government to its citizens. Poor governance can affect greatly public service delivery, both directly through higher price, and indirectly through lower quality or quantity available. When seeking a public service, some users may be discriminated against and pay more than what is officially set (because of corruption) 2 . Consequently, some users may get discouraged and choose not to seek the service needed due to the higher price imposed by the bribery "tax." In this paper we explore both aspects of the relationship between governance and services delivery using micro-level survey data: the potential regressive impact of "bad governance" and the "discouraged user effect" of such bribery tax. Its main contribution is to provide preliminary evidence on the regressiveness of corruption and to link empirically access to public services and quality of governance.
Three elements can be used to characterize public service delivery and may lead to greater inequality among citizens: the quality of the service, its cost (official and unofficial) and its availability. Empirical research has shown that bad governance and corruption reduce the quality of publicly provided services and investment in the public sector (Gupta, Davoodi, Alonso-Terme, 1998; Davis, 2004) . Overall, service delivery is weakened by bad governance, since the latter reduces the ability and incentives of policymakers and users to monitor providers (World Development Report, 2004 ).
The quality of the service provided is not the only dimension through which bad governance may affect users. Bad governance, by promoting mis-allocation of resources and poor accountability, may raise the cost of services (both official and unofficial) and limit the access of users to public services. Users with lower income or firms of different size may pay less or more in term of bribes than others to obtain the same public service (Hunt and Laszlo, 2005; Svensson, 2003) .
Yet, there is limited systematic, empirical work about the impact of bad governance on users and the link between bad governance and service delivery. The purpose of this paper is to begin filling this void by focusing on the relationship between quality of governance, cost for different users and access to public services. In doing so, the paper complements the existing empirical literature on governance and public service provision.
The difficulty of measuring (official and unofficial) costs and access to a particular public service is one of the major culprits of the lack of empirical studies on these issues. Recently, however, data collection efforts have been supported in several developing countries by the World Bank to gather country-specific surveys of thousands of households, enterprises and public officials. These efforts have allowed local government to compile in-2 A recent article from the New York Times offers some evidence of the costs of bad governance, especially for poorer citizens in the Third World. In particular, petty bribery acts as a hidden regressive tax, according to research completed by the World Bank Institute. In Zambia, for example, poor people paid 17 percent of their incomes in bribes for medical care, while the middle class paid only 3 percent. The comparable figures for Paraguay were 7 percent for the poor and only 1 percent for the middle class. For the complete article, please visit: http://www.iht.com/articles/2005/08/29/news/corrupt.php depth, country-specific information on the quality of governance and of the public sector performance and draft action plans to improve governance.
Using responses from 1123 Peruvian public officials and 1696 Peruvian households, we focus on the costs of bad governance and the relative importance of various governance determinants on access to public services. We begin exploring the costs bore by users to obtain 13 different public services 3 . The evidence suggests that for certain basic services lowincome users pay a larger share of their income that wealthier ones. In addition, low-income users are more likely to be discouraged and not to seek a service than wealthier ones especially when in need of a basic service (as education, water and the police). Thus, bribery appears to penalize twice poorer users, both acting as a regressive tax and as a discriminating mechanism for access to basic services.
We then explore the household's behavior when attempting to obtain a public service. The survey data allows us to carry out empirical exploration at two levels: at the household level and at the public agency level, as in Kaufmann et al. (2002) . At the household level, we use the users' evaluation of access to public services. Households report whether they decided not to seek a specific public service when needed, because of bad governance. This provides us with detail, experience-based information on access to public services. We combine this information with demographic data on household's characteristics from the LSMS survey.
Our analysis suggests that individual characteristics, such as education and age, matter in the decision of whether or not to seek a service when needed: higher education attainments and middle-income users are associated with a higher probability not to seek a public service. Governance, measured as trust in state institutions, also influences the user's behavior. Finally knowledge to report corruption and social network increases the probability to be discouraged.
We complement the household level analysis with a public official analysis. At the agency-level, the public officials' data allows us to construct agency-level indices for both access to public services and institutional factors, namely the existence of audit mechanisms, the quality of rules governing each agency, the individual's understanding of the agency mission, availability of resources and the extent of different forms of corruption, as reported by public officials. The simple OLS results suggest that corruption reduces access to services, while voice mechanisms and understanding of the agency's mission increases it.
Overall, these findings reinforce the notion that poor governance affects greatly public service delivery, both directly through higher price, and indirectly through lower quality or quantity available. This country-specific evidence is however only the starting point, and more work is needed to test the robustness of these results in other countries.
The paper is organized as follows. Section 2 discusses the link between bad governance and access to public services. Section 3 and 4 introduce a detailed description of the survey data used and provides information on how each variable has been constructed. The discussion in Section 2 sets the stage for the discussion in Section 5 and 6. Section 5 introduces the estimation model and the results of the household level analysis are discussed in Section 6. Section 7 complements the household analysis by focusing on the supply side of service delivery. Section 8 concludes with suggestions for strengthening and expanding research on this issue.
HOW BAD GOVERNANCE AFFECTS THE USERS OF PUBLIC SERVICES: COSTS AND ACCESS
Over the past five years researchers have increasingly focused on the link between governance, growth and delivery of public services. The cross-country evidence has shown how bad governance can be harmful for the standard of living and the distribution of income among citizens, reducing income per capita, literacy, and increasing infant mortality. 4 Further, bad governance distort public expenditure and increase poverty reducing efficiency of investment. Governance has therefore begun to be seen as a key intermediate input to social and economic development, as well as a welfare-enhancing developmental outcome itself.
These empirical findings are in line with the theoretical literature on public service provision and bad governance. The price and the level of public services provided are affected by the presence of corruption (Shleifer and Vishny, 1993) : more widespread corruption translates into higher prices and reduced offering of public services. At the same time, corruption can reduce government revenues, in turn eroding the quality of the services provided (Bearse, Gloom and Janeba, 2000) . Furthermore, corruption within the public sector can lead to lower investment in human capital (Ehrlich and Lui, 1999 ). This in turn may lead to a 'vicious circle' (Alesina, 1999) , in which users choose not to use publicly provided services, further reducing a country's tax base and its ability to improve the quality of the services.
The existing theoretical literature and the vast empirical research have focused especially on the link between governance and the public services provided, neglecting to study the distributional consequences of bad governance and its link with access to services. In this paper, we explore both relationships and focus on the institutional factors that may promote uneven pricing and access to public services, and discourage users of public services.
The direct impact of bribery on service delivery materializes through the price setting mechanism of the demand for services. The cost of publicly provided services may differ across users because of bribery. Poor accountability systems and limited transparency can allow public officials to set different prices for the same public service. Svensson (2003) explores the costs borne by private firms in Uganda and finds that more profitable firms pay larger bribes. Hunt and Laszlo (2005) focus on Peruvian citizens and the mechanisms of bribe payment. The authors find that public officials are more likely to 'move first' in the process leading to bribery and that bribe incidence is positively correlated with the users' income. Figure 1 formalizes the distributional effect of bribery on service provision. We assume for simplicity that there are only two groups of citizens that differ in terms of income (low and high income). We also assume that the low-income group has a more inelastic demand for service curve than the high-income group. If public officials are able to impose a 'bribery tax' the cost of the service for the citizens increases, and the demand declines. However the change in demand will depend on the elasticity of the demand curve. 
Price of services
We explore the distributional consequences of poor governance using household data from Peru. We focus on two different aspects of poor governance: bribery and discouragement. First, we identify in our sample the citizens who paid a bribe to obtain a service, and the citizens who were discouraged. We then observe the distribution of bribery and discouragement by income. Table 2 .1 describes the percentage of income spent on bribes by households, who were asked to pay a bribe while trying to obtain a service. The data indicates that bribery tends to act as a regressive tax for most public services in Peru, penalizing low-income citizens more than higher-income ones. 5 <Table 2.1 around here> Bribery can however affect service delivery also indirectly, by limiting the quantity of service available or reducing its quality. At this stage we choose to focus only on the quantity effect.
6 Table 2 .2 reports the distribution of discouraged users by level of income. For basic services, poor governance affects low-income citizens more than high-income ones. Such regressive effect appears to be significant especially for the most basic public services, like water, police, hospitals, schools, and municipal services (area de rentas). This suggests that 5 The observed regressiveness of bribery appears to be robust to different sample of respondents. We obtain very similar results using the complete sample of households and the sample of households who contacted the agency, were asked to pay a bribe and decided to pay a bribe. 6 We plan to explore further the link between bribery and quality of service delivered using additional data available from the survey. poor governance penalizes households twice: first, it increases the costs of the services especially for the poorest citizens; and second, it may limit access to public service. <Table 2.2 around here> Misuse of public resources by officials for private gain may indeed promote uneven access or act as a barrier to entry for citizens, especially the poorest ones. In this framework, two main questions arise:
• Why would households be discouraged to seek a public service?
• Why would public officials have any incentive to exclude some individuals from the use of the public service that their agency provides?
Our approach to answer these two questions proceeds in stages in an attempt to exploit the richness of the data available from the two surveys of users and public officials. We begin in this Section by concentrating on the possible link between the users' behavior and institutional quality of the agency providing the service needed. We then complement our analysis focusing in Section 7 on the public officials only and exploring the link between access and institutional quality of the agency where the official works.
To answer our first question, namely why households may choose not to obtain a public service, we focus our analysis on the users and their decision of whether or not to seek a service when needed.
7 This decision can be affected by both the individual characteristics of the users and the quality of governance of the agency providing the service.
The individual characteristics of users can affect her/his decision not to seek a public service when needed. Income, for example, can affect user's decision to seek a public service. Poorer users may be less aware of their rights than wealthier ones and may not know where to go to file a complaint or to obtain a better service. In addition, wealthier users can use their income to increase their ability to obtain a service. Thus, we should observe a positive relationship between income and number of discouraged users. Education can also affect the user's decision. Awareness of her/his rights is likely to be higher for more educated people. Thus, we expect the number of reported discouraged users to increase with the level of education. Age, gender and nationality of the user may also play a role and are included in our analysis.
The individual characteristics of the users are not however the only factors affecting the decision not to seek a public service when needed. The quality of governance of the agencies providing the services can also contribute to discourage users from seeking a public service. We include a few dimensions of governance at the household's level: the perceived honesty/dishonesty of public institutions, the degree of trust in government institutions, and the citizen's knowledge of mechanisms to report a corrupt act. 7 We realize that in our analysis we should take into account the degree of necessity of a service. It could be the case, for example, that households do not use a service because they do not need it. In an ideal world we would have data to distinguish between two situations: (i) when a user needed a service and he obtained it, and (ii) when someone did not need a service. The data we have allows only distinguishing people who needed a service and did not receive from all the other cases. We do not believe however that this introduces a significant bias in our results. Ideally, we would have only data from users that needed a service, and classify them in two groups: the ones that get it and the ones that decide not to get it. In our dataset, instead, we have also data from users who did not need the service. Thus, our results could be biased toward zero, meaning that significant coefficients should be interpreted as the lower bound of the "true" effect.
Discouraged Indicator = f (User Characteristics, Governance Characteristics) = f (Income, Education, Age, Gender, Governance Characteristics) [Eq.1]
We are aware that the relationship between access and poor governance is more complex than our specification suggests and may be tinted by endogeneity and omitted variable bias. At the estimation stage, we discuss this possibility and introduce alternative specifications to reduce the potential biases.
The next sections introduce the data used and descriptive statistics, setting the stage for the discussion of the empirical model and results in Sections 5 and 6 respectively. The agency-level analysis is introduced and discussed in detail in Section 7.
DESCRIPTION OF THE DATA
We use country-specific data from two in-depth surveys: household and public official surveys. The data were collected through an in-depth governance assessment carried out in Peru, between February and March 2001, and covers over 1696 households and 1123 public officials 8 . Households were surveyed in their roles as users of public services, and were asked about the quality of public agencies and their experience with inappropriate procedures and behavior. The public official survey provides a wide range of information about governance, corruption and service delivery across 61 key institutions in the country. A similar survey was conducted for private enterprises, though this information is not used in this paper.
We choose two complementing units of observation for our empirical exploration: the household level and the public agency level. The household level analysis constitutes the core analysis of the paper. We use the household data to construct a set of household's characteristics and 'governance' features that may explain the individual's decision not to use a public service when needed. We complement the household analysis with a public-agency level analysis. This alternative level of analysis -the agency -aims to provide a supply side view of the issue of access to services. At the public-agency level, we use information on access to public services and quality of governance as reported by public officials.
The household level analysis is based on information on 1696 Peruvian households. The unit of observation is the individual household i. For each individual we know her/his characteristics, her/his assessment on selected governance issues and the number of public services needed but not sought. Working at the individual level allows us to identify, on the one hand, the relevant household characteristics (income, education, sex and age of the head of the household) that may affect the decision of whether or not to seek a public service when need it. At the same time, it permits us to explore the effect that the quality of governance may have on the household's decision to seek or not a public service.
We focus on a few survey questions that can proxy for the quality of governance at the household's level: the perceived honesty/dishonesty of public institutions, the degree of trust in the judicial system and in the government, and the citizen's knowledge of mechanisms to report a corrupt act. Table A .0 in the Appendix provides a detailed list of the questions used to construct these governance measures at the household level.
Our dependent variable at the individual level is constructed using a survey question that evaluates whether households in need of a service (based on a list of 13 public institutions) decided not to use it 9 . Using on this question, we construct two alternative dependent variables at the household level:
-DIS1, discouraged in at least one institution, is a dummy variable that takes value one if household reports to be discouraged in one or more than one institution, and takes value zero if the household did not mark any of the institutions; and -DIS2, discouraged in at least two institutions, is a dummy variable equal to one if household reports to be discouraged in two or more than two institutions, and zero if household is discouraged in one or zero institutions.
A data problem has to be noted at this stage. The coding of the survey question on discouragement does not distinguish non-respondents from non-discouraged households, that is, households with none public institution selected. We choose to classify these households as non-discouraged households (impute a zero in variables DIS1 and DIS2). This choice can bias our results. Thus, we decide to infer the size of the non-respondent in our sample and quantify the potential bias due to the incidence of non-response in the following way. We focus on two questions -about the degree of honesty/dishonesty of the public institutions from the household survey and the quality of public service -and analyze the level of non-response in these cases. These questions include a similar list of public agencies as the question on discouragement. Our assumption is that individual respondents are as likely to answer the question on honesty of institutions and quality of public services as the question on discouragement. Table 3 .0 summarizes our results. We observe that on average 5.7 percent of the households did not answer the questions on the degree of honesty/dishonesty of institutions. The higher incidence of non-response corresponds to "Direccion Nacional de Inmigraciones" and "Banco de la Nación", hence, the results for these public institutions are likely to be the most affected by non-response bias. Table 3 .0 also reports the percentage of non-response for the questions on the quality of specific public services. We observe that the average non-response for these questions is less than 1 percent, with only 2 or 3 households on average that did not answer. This second set of questions shows a higher response rate for specific public services than the questions on dishonesty of the institutions. In general, we observe that the non-response rate is less than 6 percent. Thus, we should expect that the actual non-response rate for the discouragement variable to be similar. We will, however, take these considerations into account when we interpret the results. <Table 3.0 around here>
The agency-level analysis is based on information on 1123 public officials. The unit of observation is the agency j in region k. The agency-level analysis follows the approach introduced by Kaufmann, Mehrez and Gurgur's (2002) work for Bolivia using similar survey data. This approach allows us to minimize respondents' bias and measurement error due to individual differences in perceptions using factor analysis technique. We constructed several governance indices aimed to capturing different aspects related to the quality of governance, the presence of corruption within the institutions and the accessibility of public services provided to the citizens.
We begin selecting the survey questions from the public official survey that describe each governance dimension. Table A .1 in the Appendix provides a detailed list of the questions used to construct these indices. Typically, more than one question is used to construct each governance index. In the original survey all questions about individual perceptions were scaled from 1 to 7. We therefore rescaled them from 0 to 100, in order to facilitate percent interpretation (0 always meaning the lowest level of quality of governance, corruption, accessibility or service performance). We then average the responses from public officials working in the same public agency. Finally, for each governance dimension we synthesize the questions into agency-level indices using factor analysis technique.
To capture the idea that the quality of governance and corrupt practices within the same agency may differ in a significant way depending on the geographical location of the agency, we further separate agencies located in different cities and introduce them in the sample as different units of observation, one per region (departamento). This leads to a sample of 161 agency-region observations, and for each one we have constructed a measure of accessibility to public services -the dependent variable -and the governance indices -the explanatory variables.
Since all the data used at the agency-level is based on only public officials' responses, careful attention must be paid to the possibility of endogeneity biases at the estimation stage. As a first step to address this problem, we thoroughly reviewed and selected the survey questions used in the construction of our variables based on the most objective evaluation by public officials.
Following the literature on the determinants of corruption (Treisman, 2000; Gatti, 2001) we include two additional control variables at the agency-level analysis that in our view may affect also the decision about seeking or not a public service: the regional average household income level and the percentage of the population whose native language is other than Spanish.
10 The idea is that the institutional and economic development of a region may affect access to services and these two variables -the level of regional development and language stratification -have been shown to be significant proxies of these factors. Finally, we include a dummy capturing whether the agencies of the individual respondent are municipal or not, as well as a dummy distinguishing judicial public agencies from other types of institutions. We complete our set of explanatory and control variables by including regional dummies. Table 3 .1 provides the definitions of the dependent variables used at each level of analysis and the survey questions used to construct them. Table 3 .2 provides the definitions of the explanatory variables (household characteristics, governance characteristics, corruption and governance indices, and other controls) used in the empirical analysis. <Table 3.1 around here> <Table 3.2 around here>
DESCRIPTIVE STATISTICS
The household level analysis uses information only from the household survey to construct a measure of discouraged users -the dependent variable -and household's characteristics -the explanatory variables. In Table 4 .1 we provide the distribution of households that reported to be discouraged. 38 percent of the households (640 out of the interviewed 1696) have not been discouraged in any of the 13 public agencies included in the list. Of the remaining households interviewed, 62 percent reported to be discouraged in at least one agency. Moreover, a significant share of households appears to have been discouraged in one or more agencies. In particular, 628 households were discouraged in one out of the 13 agencies, 247 households have been discouraged in two out of 13 agencies, etc. At the upper extreme, we have two households that reported to be discouraged in 10 out of 13 agencies. <Table 4.1 around here> Table 4 .2 provides the distribution of the dependent variable DIS1 -discouraged in at least one institution-by the type of public agencies included in the survey list. The lowest percentage of discouraged users appears to be in the "Secretaria Municipal de Transito" with a 3 percent of households reporting to be discouraged in this institution. At the other extreme, SUNAT shows the higher percentage of discouraged households (16.3 percent). <Table 4.2 around here> As emphasized in the previous Sections, poor governance can impair service delivery not only limiting citizen's accessibility to public services but also increasing the service's costs for particular groups of citizens. We therefore explore the distribution of the incidence of discouragement by type of agency depending on the household's characteristics. The results are summarized in Table 4 .3. Households headed by a man, with medium income and with university education are the households with higher probability of being discouraged. The most interesting results come from the joint tabulation of discouragement and household income, as emphasized already in Section 2. Overall we observe that a higher proportion of low-income households is discouraged in at least one institution, compared to high-income households (61 percent compared to 59 percent) 11 . Thus, it appears that discouragement acts as a regressive tax for citizens in Peru. 12 <Table 4.3 around here> Table 4 .4 provides the summary statistics for the governance variables. The variable on the honesty/dishonesty takes values from zero (household ranks all institutions as honest) to 42 (all institutions are ranked as dishonest). Only 3 percent of the surveyed households ranked all institutions as honest, and on average, households ranked as dishonest 17 public institutions out of 42. The variable Trust in State Institutions takes values from 1 (low trust in state institutions) to 7 (high trust). The average level of trust for the respondents on state institutions is 2.7 out of a 1 to 7 scale. We also include a variable that measures the knowledge that citizens have about government institutions. Sixty-six percent of the 11 We reject the null hypothesis of independence of the variables income and discouraged household at a significance level of 10 percent (p-value=0.099). 12 We define regressiveness in this context as a higher proportion of discouraged for low income households than high income households.
households report that they do not know where to report a corrupt act and 82 percent of the respondents state that not knowing where to report a corrupt act was an important reason for not denouncing.
<Table 4.4 around here>
In Table 4 .5 we provide the distribution of the dependent variable DIS1 by the different values of these governance characteristics. We observe that households that are discouraged are also ranking more institutions as dishonest. In particular, 49 percent of the discouraged households are ranking 17 institutions (the average) or more as dishonest out of 42, compared to 37 percent of households that are not discouraged. Average dishonesty has the same effect: discouraged households have lower average value of the honesty of the institutions. In terms of trust on state institutions, we observe that discouraged households trust less state institutions that households that have not been discouraged. We observe that the proportion of households that knows where to report a corrupt act is larger for discouraged users that for non-discouraged (47 percent versus 39 percent). <Table 4.5 around here>
The analysis at the agency-level uses information only from the public official survey to construct a measure of accessibility to public services -the dependent variable -and the governance indices -the explanatory variables. Table 4 .6 provides the summary statistics for all these variables. The accessibility index varies from 17.5 -the lowest level which corresponds to Courts in Cuzco-to the highest accessibility score of 100 taken by 11 agencyregions (Peace Judges in Coronel Portillo, Popular Dining Room in Lima, Schools in Arequipa, etc.). The governance indices also display a large variation across institutions 14 . As for the other control variables, 22 percent of the agencies are municipal and 11 percent judicial. The regional distribution is 33 percent of the agencies in Lima, 21 percent in the jungle, 24 percent in the rest of the coast and 22 percent in the mountain range. <Table 4.6 around here>
THE ESTIMATION MODEL
At the estimation stage we choose to focus on the link between bad governance and access to service, leaving aside the link between bad governance and costs of the public services. To test our hypothesis -bad governance limits access to public services -we proceed in stages. We begin focusing on the user-level analysis to evaluate the effects of household characteristics and governance factors on discouragement to use public services. The unit of observation in this case is the user i located in region k. 13 We also check whether the sample is nationally representative: Table 4 .4 discusses the summary statistics obtained from the sample compared with the corresponding statistics from the 1993 census data. Our sample appears to be fairly representative of the Peru population, though it is slightly biased towards young people, while less educated people and single households are underrepresented. It is worth noting that the survey interviewed households in 14 departments from a total of 25 departments in Peru. As can be seen in Table 4 .4, the majority of the households was interviewed in Lima (46 percent), which is consistent with the high percentage of Peruvian households in Lima. 14 For a detailed description of the questions used, please see Appendix 1.
This approach however focuses only on the demand side of service delivery. To begin understand how governance may affect the supply side of service delivery we repeat our analysis using the public official's evaluation of quality of governance and access to public services. We aggregate the individual's responses at the agency level and construct agency indicators of governance and accessibility. Thus, our unit of observation becomes the agency j located in region k.
The decision of a user not to seek a service when needed can be influenced by both by the quality of the institutions providing the service (i.e. governance) and by individual characteristics. Equation 1 in Section 2 summarizes the factors that can affect this decision.
To test the relative importance of each factor we analyze the relationship between household's characteristics, governance factors and discouragement using the user's responses.
As described in Section 4, we construct two user-level measures of discouragement: 1) discouraged in at least one institution -DIS1-and 2) discouraged in at least two institutions -DIS2. This allows us to study user's behavior on the basis of individual characteristics and governance features. Equation 1' summarizes the factors affecting a user's decision. We include in our specification the individual factors that may affect the user's behavior when seeking a public service, namely her/his income, education, age, and gender. We then add the governance variables -lack of trust in state institutions, dishonesty of institutions and knowledge of mechanisms to report corruption. These variables attempt to capture the impact of the quality of institutions on access to services. Finally, we include among the explanatory variables two variables that attempt to measure the degree of information and knowledge available to each individual: a variable indicating whether the head of the household belongs to a civic association, like a political party, neighbor, ecological, union; and a variable indicating whether the head of the household knows where to report a corrupt act.
Discouraged in at least one (or two) agency

REGRESSION RESULTS
We estimate equation (1') using Probit Regressions, since both dependent variables take only value zero or one. We estimate the univariate regressions between the different determinants and each one of the dependent variables. Each regression includes regional dummies to control for possible regional differences not captured by the other explanatory variables. Table 6 .1 summarizes the results for the dependent variable DIS1, while Table 6 .2 those for the dependent DIS2. We then turn to the multivariate analysis to determine the impact of each governance dimension on the probability that a household reported to be discouraged to use that public service (Table 6. 3). <Table 6.1 around here> <Table 6.2 around here> <Table 6.3 around here>
The simple univariate regressions in Table 6 .1 show that both individual characteristics and governance variables are statistically significant. We observe in particular an interesting pattern for the level of education and of income of the household. The coefficient of education goes from negative in Primary education to positive for University education (and no significantly different from zero for Secondary education). This seems to suggest that reported discouragement is an increasing function of education. Income, instead, seems to follow an inverse-U shape behavior: the coefficient is negative for low income, positive for middle income and zero for high income. Age has a non significant coefficient, but when we include both age and age squared we obtain a positive and negative significant coefficients respectively. This suggests that the effect of age on the probability of discouragement is non-linear. The dummy variable "Female" has a negative coefficient showing that females tend to be less discouraged.
The governance variables we constructed are all significant (except trust in government), indicating that the quality of governance and institutions affects access to service. The larger the number of institutions the households believes to be dishonest the greater the probability that the household will chose not to use a public service when needed. Similarly, lower trust in judicial system is associated to a greater probability that an individual would be discouraged. Information and knowledge about institutions and process also play a role: if the individual user knows where to report a corrupt act or she/he is member of an association, then the probability of be discouraged is higher. Table 6 .2 describes the simple univariate regressions when the dependent variable measures the probability that a household is discouraged in at least two institutions. Interestingly, we obtain very similar results in term of signs of the coefficients and significance levels as in the case of 'DIS1' described above. In addition, income and education appear even more significant than in the previous case. Age is no longer significant in the linear or in the quadratic specification. The governance variables are still significant and 'trust on the government' is now significant with positive sign. However, one of the variables measuring the knowledge to report a corrupt act is now not significant.
In order to understand these relationships taking into account all variables together, we turn to the multivariate analysis for both DIS1 and DIS2 described in Table 6 .3. In general, the relationships we observed at the univariate stage are maintained in the multivariate analysis. Among the individual characteristics, education, age and gender are significant. Higher education increases the probability to be discouraged, in all specifications and with both dependent variables. Female has a negative coefficient, which is only significant in the regressions with DIS1 as dependent variable. The income variable, instead, while displaying still its inverted-U shape, is not significant anymore.
When we turn to the governance variables, the results confirm our hypothesis: bad governance increases the probability that an individual would be discouraged and would chose not to seek a public service when needed. In particular, the greater the level of dishonesty of public institutions perceived by citizens the greater the probability the individual will be discouraged. Moreover, to know where to report a corrupt act increases the probability to be discouraged. The lack of trust in the government and the judicial system display the correct sign but are not statistically significant. Finally, to be member of at least one association increases the probability that the respondent will be discouraged. The interpretation of this last result needs to be done with care. This may suggest that individuals use associations as a tool to gather information about alternative service providers in presence of uncertainty. It may also indicate that some individuals -the more educated and the ones who are members of associations -tend to have a greater 'disinclination' to accept bribery and therefore are more likely to decide not to seek a service in presence of corruption 15 . These findings are robust to the introduction of regional control dummies, as shown in Table  6 .3, and to agency dummies (not reported).
The household's decision of not seeking a service in a public agency when needed may however depend on the nature of the service sought, and more specifically on whether there exists an alternative, private provider for the same service. Thus, the determinants of the discouragement effect will depend on whether state agencies can act as monopoly provider for the public service or not. To check this hypothesis, we divide the 13 public agencies depending on whether they are monopoly providers of a service or not. On the one hand, National Bank, National Tax Administration, local revenue services, local Water Companies, the local motor vehicle administration, the immigration office, public registry, National Police, the National Registry for Identification Cards are classified as monopoly providers. On the other hand, public notary, public schools, public hospitals and Social Security are classified as non-monopoly providers, since there are private providers for these services.
We next define the following dependent variables:
MONOPOLY_DISC=1 if a household is discouraged to use a service in at least one institution that has the monopoly to provide the service, and equal zero otherwise.
NON-MONOPOLY_DISC =1 if a household is discouraged to use a service in at least one institution that do NOT have the monopoly to provide the service, and equal zero otherwise.
The regression results can be found in Table 6 .4. The variables female, age, number of dishonest institutions and knowledge to report a corrupt act now only matter for discouraged in monopoly-institutions but not for discouraged in non-monopoly-institutions. Member of an association is significant for both monopoly and non-monopoly institutions. When we include in the regression the regional dummies (columns 9 and 10) the coefficients are significant. Thus, governance features matter more when users interact with agencies that have a monopoly of the service they provide than with agencies for which users have alternatives. <Table 6.4 around here>
EXPLORING THE SUPPLY SIDE OF SERVICE DELIVERY: PUBLIC AGENCY LEVEL ANALYSIS
As we have emphasized throughout this paper, access to publicly provided services is a function of the quality of governance in a country. The previous section has focused on the demand side of service delivery trying to link bad governance to the individual decision of not to seek a public service. The evidence suggests that while individual characteristics may affect this decision, governance also increases the probability that an individual user will be discouraged.
Our measures of quality of governance, however, are constructed using citizens' evaluation of public institutions. Thus these measures may be biased and may capture only the demand side of service delivery. Because of this possible 'demand-side' bias, we decide to explore the supply side of service delivery using the data from the public official's survey.
Our hypothesis is that the quality of governance affects the capacity of an agency to deliver basic services. In particular, the poorer is the quality of governance, the greater the incentives for public officials to abuse their position and the mis-allocation of resources within an agency. Several institutional factors may affect the quality of governance, as, for example, the effectiveness of the institution, the quality of internal rules, or the presence of auditing mechanisms in service delivery and the extent of citizen's voice.
We move in this Section to explore the other side of the equation and concentrate on the public officials, exploring the link between access and institutional quality of the agency where the official works. In the process, we use the evaluations of the service's providersnamely, the public officials -to construct our dependent variable, access to service, and the governance variables. Access to services is considered to be a function of governance factors and regional control variables.
In particular, we construct our estimation model by comparing the costs and the benefits associated with the public official's decision of whether or not to provide a service. Consider, for example, a rent-seeking public official that maximizes his utility and is in the position of choosing for whom to provide a public service. On one hand, the fewer individuals he serves, the larger is the amount of resources available to him for either his personal use or for selling at a higher cost privately to other individuals. On the other hand, the more effective the control mechanisms of the agency are, the smaller the incentive for the official to limit access. Thus, public officials may abuse their position and prevent individuals from having access to public services, when their private gain is greater than their cost of being caught. 16 In an environment characterized by poor governance, the most vulnerable individuals, with limited information and limited access to reporting mechanisms and alternative services, will be the most penalized.
We can synthesize the behavior of public officials as follows. The decision regarding whether or not to exclude a user is a function of (i) the penalty the official will incur into if caught; (ii) the probability of being reported by the excluded user; and (iii) the probability of being caught by a colleague or a superior. These two probabilities are in turn a function of the quality of governance of the institution where the public official works.
All the three elements depend on the quality of governance observed in each agency where the official works. The cost if caught is a function of the rules of each agency. Some agencies may simply charge a fine while others may fire the public official caught abusing her/his position. Thus, the potential loss of salary for the official and how satisfied she/he is with her/his wage will affect the cost of being caught. The higher the wage satisfaction, the higher the loss if caught and the lower the incentives to perform inappropriately at work. The theoretical literature has long emphasized the link between personal incentives and poor governance, suggesting that public officials that receive unsatisfactory salaries may have a greater incentive to abuse of their position, either accepting bribes or limiting access to the service they provide.
Next, consider the probability for the public official of being reported by an unsatisfied user. This probability depends on specific institutional dimensions. An official will be more likely to be reported for abuse of her/his power if the agency where she/he works has well-defined and effective mechanisms that citizens can use to "voice" their suggestions and complaints. Thus, if citizens have access to voice mechanisms, the probability for an official to be reported will be greater and the chance for users to unfair exclusion from a service will be lower.
Finally, consider the probability of being caught by a superior or a colleague while abusing his position. An official is more likely to be caught by a colleague or a superior if the agency where she/he works operates under clear and simple rules, if there is full disclosure of the agency's decision process, and if policies and regulations are strictly enforced and not politically driven. Auditing mechanisms (either internal or external) can also reduce the incentives for an official to abuse of her/his position and mismanage resources. In addition, the resources available to the agency and the way in which personnel is managed will determine the capacity and effectiveness to monitor its employees' actions. An agency endowed with greater resources and a merit based system to reward employees will be able to operate more effectively and recruit better qualified civil servants, creating an environment where abuses are easier to detect.
17 Thus, the probability to be caught depends on both clear rules of behavior and availability of resources to monitor actions. Public agencies, which have well-defined and well-functioning checks and balances and based their actions on clear and simple rules, make it more difficult for individual public officials to exclude users from the service they provide.
The costs for the official are not the only factor affecting her/his decision to limit access to users. Her/his potential benefits also play a role. By limiting access to services, the public official can extract additional rents from users that need he service she/he provides. Thus, the presence of corruption can translates into a more limited access.
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From these arguments, we postulate the following simple model that aims to explain the degree of accessibility to a public service by the governance characteristics of the public agency providing it: Other (non-governance) factors may also affect access to public services, such as the economic development of a region or the potential ethnical fragmentation of a country. To proxy for these effects, we introduce two control variables -the average household income of the region and the language stratification. In addition, different agencies provide different types of public services. We therefore include two dummy variables to capture possible differences across types of institutions that provide public services (namely, judicial agencies, municipal agencies and national agencies). Finally, we control for regional differences not captured by the regional income variable with regional dummies. We focus first on the univariate regressions between the different determinants and our dependent variable (Table 7.1). We then, turn to the multivariate analysis to determine the impact of each governance dimension on access to public services (Table 7 .2). This is done using ordinary least squares techniques.
Accessibility of Public Service
The agency-level measure of access to public services is the Index of Accessibility. The Index for each agency is calculated from the answers reported by the Public Officials working at these public institutions. This index takes values between 0 and 100, with the lowest value (17.5 over 100) for Juzgados in the department of Cuzco, and the highest value (100) for 11 institutions (Judges "de Paz" in Coronel Portillo, Popular Dining Room in Lima, Schools in Arequipa, etc).
REGRESSION RESULTS
We begin with the agency-level analysis and provide the results of univariate regressions of our dependent variable --the degree of accessibility of the public service to citizens --on each of the explanatory variables. The coefficients and significance levels for regressions of this type are presented in Table 7 .1. The linear least square estimation of access to public services on all explanatory variables is reported in Table 7 .2. <Table 7.1 around here> <Table 7.2 around here> Table 7 .1 shows that all explanatory variables are highly significant in explaining access to public services and display the expect sign. These regressions however give us only the unconditional relationship between dependent and each independent variable, and drawing conclusions from them could be very misleading, since these results may be tinted by a significant omitted variable bias. Table 7 .2 summarizes the OLS results of the multiple variable regressions. As to be expected, there are substantial differences in the significance of each governance indicator.
Despite the strong correlations observed at the univariate level, in the OLS regression the governance indicators do not seem to explain much of the variation in access to public services. The different indices of corruption display the correct sign but only overall corruption and corruption in budgetary procedure are significantly different from zero. In addition, Voice, Effectiveness in personnel decisions and understanding of the agency's Mission all improve access to services. The Quality of the Rules instead is statistically significant but with an unexpected sign: the simpler and less bureaucratic are the rules governing the agency the less access citizens have to the agency itself. This unexpected result seems to indicate that service delivery requires a complex structure rather than a simple one.
A result we would like to highlight is the greater explanatory power of the institutional dummies with respect to the regional dummies. In particular, none of the regional dummy is statistically significant, while the dummy capturing agencies within the Judiciary is negative and significant correlation displayed. Thus, it appears that the judiciary is less accessible to users. This suggests that there is a significant different across public agencies, rather than regions, depending on the function the agency exercises. This result could also be explaining observing that the type of services provided by the Judiciary is quite different from other public agency and that the this branch of state power has normally less interaction with users. 
CONCLUDING REMARKS
The quality of public sector institutions plays a critical role in the access and the costs of the public services provided by a government to its citizens. Poor governance can affect greatly public service delivery, both directly through higher price, and indirectly through lower quality or quantity available. When seeking a public service, some users may be discriminated against and pay more than the official price (because of corruption). Consequently, some users may get discouraged and choose not to seek the service needed due to the higher price imposed by the bribery "tax." This paper explores both the price and the quantity components of the relationship between governance and services delivery using micro-level survey data: the bribery "tax" itself (which a priori may be regressive or progressive), as well as the "discouraged user effect" of such tax.
The evidence presented suggests that corruption acts as a regressive tax and that quality of governance is linked to access to public services. In particular, we constructed new measures of governance using data from users of public services from 13 government agencies in Peru. We find that for certain basic services low-income users pay a larger share of their income than wealthier ones do, that is, the bribery tax is regressive. Where there are few substitute private providers and thus a low price elasticity of the demand for public services for any income category, as in the case of basic services, low-income users appear to be discouraged more often and not to seek such a basic service than wealthier ones. Thus, bribery may penalize poorer users twice over, first by acting as a regressive tax, and then as a discriminating mechanism for access to basic services.
We then explored characteristics of households attempting to obtain a public service, and observed that higher education and age are associated with a higher probability of not seeking a public service. Trust in state institutions also influences the user's behavior and decreases the probability of being discouraged. Further, knowledge of the mechanisms to report corruption and extent of social network increase the probability of being a discouraged user of public services, suggesting that the household may rely on substitutes through their networks. The household level demand-side analysis is complemented by a supply-side analysis based on the responses from the survey of public officials. The agency-level analysis suggests that corruption reduces the supply of services, while voice mechanisms and clarity of the public agency's mission increase it.
Previous cross-country empirical research had shown that bad governance and corruption reduce the quality of publicly provided services and investment in the public sector. Moreover, bad governance, by promoting mis-allocation of resources and poor accountability, can raise service's costs (both official and unofficial) and limit user's access to public services. Users with lower income or firms of different size may pay less or more in term of bribes than others to obtain the same public service. The micro-level analysis presented in this paper permits to shed some light into the 'black boxes' elicited by the empirical findings from aggregate cross-sectional analysis on the impact of bad governance (Gupta, Davoodi, Alonso-Terme, 1998; Davis, 2004) corruption is found to be associated with higher income inequality.
This work also begins to focus on the role of alternative policy tools that can be used to improve governance, and in particular on the importance of strengthening voice mechanisms, such as feedback mechanisms and freedom of the press, to promote better governance and greater access to public services. These voice mechanisms can be fostered by supporting NGOs on the ground and promoting the use of social accountability tools, as for example, the scorecard method introduced first in Bangalore by Samuel Paul and his NGO, Public Affairs Center 20 . This paper also provides preliminary evidence on the importance of social networks, especially in presence of weak governance institutions.
As we emphasized, this is a work in progress and further analytical work is needed, especially at the micro level to address possible omitted variable issues in our analysis and to test the robustness of our results for other countries. Index of accessibility to poor citizens of the public service provided by the public agency. High numbers imply high levels of access. Have you ever needed the services of any of the following public institutions and chose not to use them? (Enumeration of 13 distinct institutions) The policy/guidelines/regulations of administration of personnel management are simple, clear and easy to understand.
SURVEY QUESTIONS USED TO CONSTRUCT DEPENDENT VARIABLES
The policy/guidelines/regulations of administration of personnel management do not add too many administrative steps
The policy/guidelines/regulations of administration of budget management are simple, clear and easy to understand.
The policy/guidelines/regulations of administration of budget management do not add too many administrative steps.
Decisions on personnel management are subject to external audits. Decisions on personnel management are regularly audited by some internal unit. Decisions on budget management are subject to external audits. Decisions on budget management are regularly audited by some internal unit. Decisions on procurement process are regularly audited by some internal unit. Decisions on procurement process are subject to external audits. Service delivery transactions are supported by tickets to help internal and external auditing Transactions are supported by tickets to help auditing.
CORRUPTION IN LAWS AND REGULATIONS
QUALITY OF RULES OVERALL CORRUPTION
Widespread of bribes to bias a regulatory/legal decision in the institution where you work
Widespread of bribes to obtain a public services in the institution where you work 
